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Date .DEC 30 1992 

From 	 Bryan B. Mitchell /" &&&M. 
Principal Deputy Inspec or'Genera1 

Subject 	 Public Health Service? ontract Pre-Award Audits Issued During 
Fiscal Year 1991 (A-02-92-02518) 

To 	 James 0. Mason, M.D., Dr. P.H. 
Assistant Secretary for Health 

Attached for your information is our final report summarizing 

50 contract pre-award audit reports issued by the Office of 

Audit Services in Fiscal Year (FY) 1991. Our examination 

indicated that a majority of the proposals we reviewed 

contained overstated and unsupported projected costs of 

approximately $85 million. We also found that, for those pre-

award reports resolved, the Public Health Service (PHS) 

continues to sustain a significant amount of the findings of 

overstated or otherwise unreasonable costs. Where proposals 

were eventually awarded, the PHS concurred in about 

$4.8 million of recommended audit adjustments and reduced 

funding by about $12.6 million because of costs set aside 

(costs which were undocumented) by our audits. Further, 

regarding proposals in our review which were not funded by 

PHS, there were $8 million in audit adjustments and about 

$45 million in costs set aside. The remaining $15 million in 

questionable proposed charges were justified by additional 

documentation or other evidence of allowability or 

reasonableness. 


Current Federal Acquisition Regulations provide that 

contracting officers shall request pre-award audits from the 

cognizant audit agency before negotiating any contracts or 

modifications for proposals that exceed $500,000 unless 

information available to them is considered adequate to 

determine the reasonableness of the proposed costs or prices. 


We believe that the pre-award review process has resulted in 

significant savings for PHS during FY 1991. We plan to 

continue to work with your staff in a cooperative effort to 

ensure that program funds are properly managed and that 

proposed expenditures are appropriate. 


If you have any questions, please call me or have your staff 

contact Daniel W. Blades, Assistant Inspector General for 

Public Health Service Audits, at (301)443-3582. 
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Public Health Service Contract Pre-Award Audits Issued During 

Fiscal Year 1991 (A-02-92-02518) 


James 0. Mason, M.D., Dr. P.H. 

Assistant Secretary for Health 


This report provides you with a summary of the results of 

50 contract pre-award audit reports completed for the Public 

Health Service (PHS) Operating Divisions (OPDIV) by the Office 

of Audit Services (OAS) in Fiscal Year (FY) 1991. In FY 1991, 

PHS awarded 6,568 cost reimbursable contracts for about $1.5 

billion. The audits were conducted in response to requests 

received from the Alcohot, Drug Abuse and Mental Health 

Administration (ADAMHA), the Centers for Disease Control and 

Prevention, the Health Resources and Services Administration, 

and the National Institutes of Health for pre-award field 

audits on proposals that predominantly exceeded $500,000. In 

FY 1991, PHS data shows that 723 cost reimbursable contracts 

for amounts over $500,000 were awarded for a total of about 

$1 billion. The primary objectives of our pre-award audits 

were to express an opinion on the reasonableness, allocability 

and allowability of the costs proposed by the offerors and to 

determine whether their accounting and administrative systems 

were adequate for accumulating and segregating costs under a 

Government cost reimbursement type award. 


In FY 1991, OAS issued 50 pre-award audit reports covering 
proposed costs that totaled approximately $332 million. Our 
examination of the FY 1991 issued reports indicated that a 
majority of the 50 proposals we reviewed contained overstated 
projected costs. Specifically, the reports included 
recommended adjustments totaling about $13 million and set 
aside (i.e., we could not render an opinion) another 
$72 million in proposed costs. Thus, in total we questioned 
the reasonableness of about $85 million, or almost 26 percent 
of the proposed costs reviewed, and accepted (considered 
reasonable) $247 million in proposed costs. The percentage of 
proposed costs recommended for adjustment or set aside in the 
FY 1991 reports represented a 3 percent decrease from the 
29 percent of the proposed costs found unreasonable in our 
FY 1990 reviews. 


'Effective ADAMHA becameSubstance
October1,1992, AbuseandMentalHealthServices 
Administration. 




Page 2 - James 0. Mason, M.D., Dr. P.H. 


Although budget restrictions have limited the resources we had 

available to perform a larger number of pre-award audits, our 

aim is to continue to perform as many pre-award audits as our 

resources permit to assist PHS in reducing excessive awards 

and ensure better management of scarce Federal resources. 


BACKGROUND 


This is the third report issued by OAS summarizing PHS 

contract pre-award audits. Our last report entitled l'Summary 

Report on Public Health Service Contract Pre-Award Audits 

Issued During Fiscal Year 1990 (A-02-90-02506)" was issued in 

November 1991. In FY 1991, PHS awarded about 6,568 cost 

reimbursable contract agreements for about $1.5 billion of 

which $1 billion was for awards over $500,000. Six PHS 

agencies and the Office of the Assistant Secretary for Health 

issued contracts to procure research, training, and program 

services; supplies and equipment; construction and other 

miscellaneous projects (see Appendix A). 


Four PHS agencies requested OAS to perform the 50 contract 

pre-award audits we finalized during FY 1991. The 50 requests 

related to research and service type proposals. The majority 

of the reviews were requested by the OPDIVs in accordance with 

Federal Acquisition Regulations (Chapter I, section 15.805-

5(a)(l) of Title 48 of the Code of Federal Regulations). 

These regulations stipulate that when cost or pricing data are 

required, contracting officers shall request a field pricing 

report (i.e., pre-award audit) from the cognizant audit agency 

before negotiating any contracts or modifications from 

proposals that exceed $500,000. The contracting officers are 

not obligated to request field pricing reviews if information 

available to them is considered adequate to determine the 

reasonableness of the proposed costs or prices. 


SCOPE AND METHODOLOGY 


The objective of this report is to provide the Assistant 

Secretary for Health with an overview of the pre-award audits 

finalized by OAS in FY 1991, and the actions taken by the 

responsible PHS agencies in awarding funds to the contractors. 

In compiling this report, we requested information from all 

OAS regional offices and PHS' audit resolution offices. 


The pre-award reviews were conducted primarily by OAS regional 

offices throughout their respective geographic areas with 

assistance from the Defense Contract Audit Agency and 

certified public accounting firms. Each OAS Region 

coordinated the audit work with the responsible PHS agency and 

provided them with verbal results of the pre-award audits to 

ensure that the OPDIVs received the information in time to 

conduct their negotiations. Subsequently, written reports of 
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the results of the pre-award audits were issued to the OPDIVs 

under separate Common Identification Numbers. 


All the pre-award reviews were made in accordance with 

generally accepted government auditing standards. In 

performing each review, we conducted such tests and other 

auditing procedures considered necessary to determine if the 

offeror's accounting system and related internal controls were 

adequate to ensure adequate administration of a prospective 

award. The audits evaluated the propriety of the budgets 

proposed by the offerors but not the technical aspects of the 

proposals. 


PRE-AWARD REVIEWS IDENTIFY $85 MILLION 

IN COSTS NOT ACCEPTED 


Our analysis of the 50 pre-award audit reports issued in 

FY 1991 disclosed that OAS found $85 million of $332 million 

in proposed costs not to be acceptable, primarily due to 

overstatements of labor, fringe benefits, and other than 

personnel service costs (OTPS) or lack of supporting 

documentation. The costs in question consisted of recommended 

audit adjustments and costs set aside for adjudication by the 

awarding OPDIVs (see Appendix B). Specifically, our review 

showed that 41 reports issued by OAS recommended financial 

audit adjustments totaling about $13 million, or approximately 

4 percent of the proposed costs reviewed, while 7 reports 

found all of the proposed costs to be acceptable. We also 

noted that 36 of the 50 reports issued set aside nearly 

$72 million in proposed costs for adjudication by the 

responsible OPDIVs. 


The recommended $13 million in financial audit adjustments 

included nearly $3.2 million in direct labor costs and 

applicable fringe benefits, $6.4 million OTPS costs and 

$3.7 million in indirect costs. The $72 million in costs set 

aside included $12.2 million of direct labor costs and 

applicable fringe benefits, $48.5 million in OTPS costs and 

$11 million of indirect costs. Costs are set aside for the 

most part because of the absence of supporting documentation. 


PRE-AWARD REVIEWS RESULTED IN COST SAVINGS 


Our review of records concerning the resolution of the audited 

proposals negotiated by the OPDIVs disclosed that PHS either 

sustained many of our recommended findings or did not make 

awards to the offerors. Of the 50 proposals covered by our 

audits, PHS had completed negotiations on 48 proposals 

including 38 for which our reviews recommended audit 

adjustments of about $14 million. Of this amount, we noticed 

that the OPDIVs had sustained audit adjustments of about 

$4.8 million for 17 offerors where we had reported about 
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$5.7 million in adjustments and did not award funding to 

21 other offerors, where we had reported about $8 million in 

adjustments, as illustrated in Appendix B. 


While the resolution records we reviewed did not specifically 

indicate that prospective contractors were denied funding 

because of our recommendations, we believe our pre-award 

reviews had a considerable effect on these decisions. For the 

21 proposals not awarded by the OPDIVs, we had questioned the 

reasonableness of about $53 million including over $8 million 

in audit adjustments and nearly $45 million in costs set aside 

for resolution by the OPDIVs. 


Although actions taken by OPDIVs relating to costs set aside 

by our audits are not included in the audit tracking system, 

we learned that the OPDIVs also reduced the proposals of 

13 offerors by about $13 million of the $19 million in costs 

set aside by our audits. 


We believe that substantial savings and improved financial 

management accrued to PHS programs because of proposal audits 

by OAS. We noted that in FY 1991, PHS awarded 723 cost 

reimbursable contracts in excess of $500,000 totaling about 

$1 billion in funding (see Appendix C). Field reviews by OAS 

in this category included proposals totaling about 

$332 million. 


We recognize that, in many instances, the OPDIVs are capable 

of performing adequate reviews of the proposals, based upon 

available data, telephone contacts and, in some cases, site 

visits prior to final award. We are also aware that financial 

adjustments result from these reviews. However, the results 

of our analysis demonstrate, in our opinion, the value of 

pre-award audits. We believe the pre-award audit process has 

resulted in significant savings for PHS during FY 1991. 


Although budget restrictions have limited the resources we 

have available to perform a larger number of pre-award audits, 

we plan to continue to work with your staff in a cooperative 

effort to ensure that program funds are properly managed and 

that proposed expenditures are appropriate. 


CONCLUSIONS 


Our summary of the 1991 pre-award audits for selective OPDIVs 

and their subsequent negotiating actions demonstrate again 

that offerors, in many instances, are overstating and poorly 

documenting their proposed costs. Our examination of several 

negotiation agreements indicated that the OPDIVs continue to 

consider the results of our audits in determining the funding 

amounts to be awarded. We recognize that every proposal may 

not need to be reviewed by OAS and that we do not have 
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sufficient resources available to field review each proposal. 

However, our involvement in pre-award audit activities 

indicated significant savings and other benefits to the 

programs. 


If you have any questions or comments regarding the matters 

discussed in this report, please call me or have your staff 

contact Daniel W. Blades, Assistant Inspector General for 

Public Health Service Audits, at (301)443-3582. 






LIST OF ABBREVIATIONS 


ADAMHA 


AHCPR 


CDC 


FDA 


FY 


HRSA 


IHS 


NIH 


OAS 


OASH 


OPDIV 


OTPS 


PHS 


Alcohol, Drug Abuse and Mental Health Administration 


Agency for Health Care Planning and Research 


Centers for Disease Control 


Food and Drug Administration 


Fiscal Year 


Health Resources and Services Administration 


Indian Health Service 


National Institutes of Health 


Office of Audit Services 


Office of the Assistant Secretary for Health 


Operating Division 


other than personnel service 


Public Health Service 




APPENDIX A 

FISCAL YEAR 1991 PRE-AWARD AUDITS SUMMARY REPORT 

SCHEDULE OF FY 1991 CONTRACTS AWARDED BY PHS 
COMMON IDENTIFICATION NUMBER A-02-91-02518 

CONTFtACTS AWARDED AND PREAWARD 
AUDITS REQUESTED - BY AGENCY: 

COST RUMBURSABLE 1 
CONTRACTS cof+lTFlAcTs 1 AUDITS REQUESTED 

AGENCY NUMBER DOLLARS NUMBER DOLLARS 1 ‘NUMBER DOLLARS 

I 
ADAMHA 463 160.9 454 158.5 I 4 74.7 

CM= (1) 866 137.4 301 84.6 1 6 87.4 

FDA 535 61.0 149 34.2 I 0 0.0 

HRSA 405 43.0 229 32.1 1 1 1.7 

IHS 4,027 507.9 2,385 398.8 1 0 0.0 

NIH 3,994 960.3 2,832 732.3 1 39 168.6 

OASH (2) 488 101.6 218 62.6 I 0 0.0 

AHCPR 0 0.0 0 0.0 1 0 0.0 

I 
TOTALS 10,798 $1,9721 6,568 $1.503.1 I 50 $332.4 

(1) CDC figures include eight contracts for $10.0 million issued on 
behalf of ATSDR. 

(2) OASH figures include procurements executed on behalf of other 

components. 

CONTRACTS AWARDED AND PRE-AWARD 
AUDITS REQUESTED - BY MAJOR CATEGORY: 

COST REIMBURSABLE I 

CATEGORY CONTRACTS CONTRACTS 1 AUDITS REQUESTED 

m NUMBER DOLLARS NUMBER DOLLARS J’NUMBER DOLLARS 

I 
RESEARCH 3,010 686.2 w3f3 655.6 1 38 163.1 

SERVICES 6,213 1,029.2 3,745 812.2 1 12 169.3 

SUPPLIES & EQUIP. 551 99.1 32 5.5 1 0 0.0 

CONSTRUCTtON 923 145.6 13 18.5 1 0 0.0 

OTHERS 101 12.0 90 11.3 I 0 0.0 

I 
TOTALS 10,798 $1,972.1 6,568 $1,503-l I 50 5332.4 

(Dollars in millions) 

�  Agencies only requested contract audits 
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APPENDIX B 

FISCAL YEAR 1991 PRE-AWARD AUDITS SUMMARY REPORT 

SCHEDULE OF REPORTS ISSUED 

COMMON IDENTIFICATION NUMBER A-02-92-02518 

ToT*Ls A”DlTED 
PllOPOSED 

SE! PRMWARDAUDITTITLE m-

ADJUDICATED REPORTS W/CONCURRED FINDINGS 

SUBTDTAL 19I f129.165.667 

ADJUDICATED REPORTS WMONCONCURRED FINDINGS 
I I 

ADJUDICATED REPORTS - CONTRACTS NOT AWARDED 
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APPENDIX B 

FISCAL YEAR 1991 PRE-AWARD AUDITS SUMMARY REPORT 

SCHEDULE OF REPORTS ISSUED 

COMMON IDENTIFICATION NUMBER A-02-9242518 

lEPORTS WITH UPWARD ADJUSMENTS OR NO FINDINGS 
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APPENDIX C 

FISCAL YEAR 1991 PRE-AWARD AUDITS SUMMARY REPORT 

SCHEDULE OF FY 1991 COST REIMBURSABLE CONTRACTS AWARDED 
BY PHS OVER $500,000 

COMMON IDENTIFICATION NUMBER A-02-9142518 

CONTRACTS AWARDED AND PRE-AWARD AUDITS REQUESTED - BY AGENCY: 

COST REIMBURSABLE 

CONTRACTS AUDITS REQUESTED 

AGENCY NUMBER DOLLARS ‘NUMBER DOLLARS 

ADAMHA 106 

CDC 42 

FDA 20 

HRSA 12 

IHS 157 

NIH 353 

OASH 33 

TOTALS 723 

CONTRACTS AWARDED - BY MAJOR CATEGORY: 

CATEGORY TYPE 

RESEARCH 

SERVICES 

SUPPLIES&EQUIP. 

CONSTRUCTION 

OTHERS 

TOTALS 

(Dollars in millions) 

�  Agencies only requested contract audits 

$131.7 4 $74.7 

62.0 6 87.4 

17.0 0 0.0 

12.7 1 1.7 

274.0 0 0.0 

497.4 39 168.6 

41.0 0 0.0 

$1,035.8 50 $332.4 

COST REIMBURSABLE 

CONTRACTS 

NUMBER DOLLARS 

355 $416.5 

356 593.0 

5 3.6 

3 18.4 

4 4.3 

___-

723 $1,035.8 


